This paper examines causality relationship between financial development and economic growth in Tanzania over the period 1980 to 2012. In time series context, recently econometric techniques were used; namely Augmented Dickey and Fuller test (ADF) for unit roots test, Johansen test for Co-intergration test, Vector error correction model (VECM) tested for short run and long run causality, a pairwise Granger causality test used to establish the direction of causality and Variance decomposition (VD) under VAR framework applied for validating strengths of findings outside the estimated sampling period. In overall empirical findings can be summarized as follows. Firstly, there is long-run relationship between financial development and economic growth. Secondly, granger causality test suggests economic growth causes financial development in a short-run when broad money to nominal GDP and liquidity liability to nominal GDP used, however when credit to private sector to nominal GDP was used findings confirmed evidence of bidirectional causality between financial development and economic growth, and in a long-run causality run only from Economic growth to financial development even in outside the estimated sampling period. Thirdly, financial sector has been effective in promoting economic growth in a short run only and economic growth variable was the most exogenous leading variable than others suggesting, financial sector has played little role in promoting economic growth in Tanzania. Lastly, capital accumulation channel via gross domestic investments to nominal GDP links financial development and economic growth in a short run only, suggesting long-term financial infrastructures that are necessary for successful promoting investments for spurring economic growth still remain weak in Tanzania. These findings are contrary to the convectional results favored only supply view. Although study has confirmed mixed results on the direction of causality between financial development and economic growth in Tanzania ,in view of feedback effect results, study recommend more efforts should be devoted to the deepening of financial sector by enhancing competition, improving business environment, investing on human resources and legal environment.
INTRODUCTION AND BACKGROUND
The link between financial development and economic growth has been examined by numerous empirical and theoretical studies and it is generally well recognized that, financial sector is crucial for economic development (Levine, 1997 , and Eita et al, 2007 , Hussain 2012 .It improves productivity and economic growth through functions which are part of financial system such as, mobilizing savings, allocating capital, evaluation and monitoring borrowers through either effects of capital accumulation (rate of investment) and technological innovation.
Theoretical relationship between financial development and economic growth has been well established and date back to the work of Bagehot (1873) who claims that, large well organized capital markets in England enhanced resource allocation towards to more productive investments. Other early work along with this view is Schumpeter (1911) who emphasized the role of financial sector and especially the banking sector as paramount in promoting economic development by mobilizing savings, and encouraging productive investments.
However, until 1960s the impacts of financial sectors' development on the process of economic growth of a nation did not gain sufficient weight in literature .It is latter works of Economists like MacKinnon (1973) and Shaw (1973) among others who threw light on aspects of economic growth and have succeeded to attract attention and interest of economists of modern times. Although Mackinnon-Shaw hypothesis was very influential and was used in affecting policies of many developing countries , it was the findings study of King and Levine (1993) which attempted to generate renewed interest on the effects of finance on economic growth (Hussein et, al. 2012) .
Consequently, numerous studies have been undertaken attempting to answer two related questions, correlation and the direction of causality between financial development and economic growth. There is general agreement among economists about correlation but, the direction of causality between financial development and economic growth has remained a controversial matter and central question being whether financial development causes economic growth or economic growth causes financial sector development. (Sindano, 2009 and Aknilo et al, 2010) . It is surprising to notice that, in most of the time studies undertaken largely concentrated in Latin America, Asia and in advanced economies with insufficient coverage or none at all about Sub-Sahara Africa and mostly were cross country studies. However, despite their bias about Sub-Sahara Africa studies have failed to address country specific issues (Odhiambo, 2011) .
By standards of developing countries, Tanzania is regarded as least of developing country in Sub Sahara Africa and has relatively less developed financial system when compared with some African countries. The World Economic Forum Finance report (2012) , which measure development financial sector covering the best world financial systems including Tanzanian financial system, Tanzania was ranked the 60th out 62 countries covered whereas Kenya was ranked 54th , Ghana 56th , and South Africa 28th. Its financial sector deepening as measured by financial depth indicators has not reached to the expected levels; is even below that recorded in 1980 though has undergone through series of reforms. In 1980 the ratio of M2/GDP and liquidity liability/GDP, were 41, and 41.4 in percentages respectively but, as at 2013 the ratios recorded 26, and 32 in percentages respectively. Financial sector in Tanzania comprises banks, pension funds, insurance and other financial intermediaries (Christina Falle, 2013) . Banking sector is the most dominant, suggesting that reforms far embarked in Tanzania have largely impacted banking sector. Banking sector in Tanzania account for about 74% of total assets in the financial system while pension and insurance sector accounts only for 24% and 2% respectively ( BoT, 2013) .
Economic growth rate as expressed in real GDP since independence to the present time has exhibited different patterns with periods of high and moderate growth rates . Between 1967 Between -1973 ; real GDP growth rate was satisfactory on average by 4.4 percent. However, in 1974 However, in -1985 growth rate of GDP went down on average was 2.4 percent, with a decline of 2 percent from the previous phase and within the same phase headed down and recorded negative historic GDP growth rate in 1981 as -0.5 percent and in 1983 deepen down to -2.4 percent . Major driving forces for the downturn were economic crisis that hit the economy, oil crisis, draught, war with Uganda, prolonged deficit budgets and repression policies which undermined macroeconomic stability needed for the long-term growth. From 1986-1989 the growth rate of real GDP was by 3.9, percent on average, 1990-1994, 4.2 percent and, 1995-2012 was 6 .6 percent on average. The upward growth trends recorded from 1986-1969 to the present time is trying to suggest maturity of the reforms embarked from the 1986.
For the purpose of drawing proper inferences and provide policy makers with necessary information about impacts of financial sector through financial reforms implemented on economic growth in Tanzania , it cannot be only done by observing up and down trend of variables, rather need to be tested empirically by using advanced econometric techniques to provide evidences based on findings that, financial reforms have impacted financial sector and ultimately economic growth rate for further policy development and setting strategies of stimulating economic development in both short term and long term. Studies on finance-growth nexus in Tanzania are almost limited (Odhiambo, 2005 , 2011 , and Christine Falle 2013 and those examined causality mostly have attempted to use financial development indicators and economic growth variables to conduct their analysis; they have not well explained specific mechanisms or channels in which Tanzanian financial sector development impact economic growth and vice versa. In addition to that, result on the direction of causality has remained ambiguous as it has been elsewhere. Besides that, majority limited their studies in biviriate analysis and in the surveyed literature causality has been examined within the estimated sampling period. This paper, therefore attempts to fulfill the voids by examining causality relationship between financial development and economic growth in Tanzania using recently time series data set. Specifically study was aimed to establish the direction of causality of between financial development and economic growth, to examine effectiveness of financial sector in promoting economic growth, and lastly establish channels linking financial development and economic growth. The rest part of this study is organized as follows; section 2 gives theoretical reviews, and section 3 empirical reviews, whereas methodology and empirical results are in section 4 and 5 respectively. Section 6, provides conclusion and policy recommendations.
THEORETICAL REVIEWS
When considering economic growth theories, the most well known economic theory (model) to investigate outputs dynamics is the Solow model. This model was developed in the late of 1950s. The model states that "once an economy attains its equilibrium level of output, growth rate of population and technology are the sole determinants of output growth" (Valickova, 2012) . With time other economists emerged and criticized the theory in that, countries are heterogeneous in more than the two determinants of output growth presented and it was noted that the Robert Solow theory managed to explain only small part of economic growth of a specific country. Also, with the passage of time other models involving more than two determinants' such as, human capital accumulation, technology, propensity to save, and growth rate etc were developed. However, these theoretical models omitted one important determinant, that is the level of country's financial development due to its' nature of complexity (Sindano, 2009 and Valickova, 2012) . It is similarly with other determinants of economic growth, that once true causality and directional effects of financial development in economic growth has been determined and being understood, economic policy can be shaped to approach the desired level of economic growth more efficiently. In this case poor countries can ketch up faster; the developed countries and developed one will continue to enjoy stable economic growth (Valickova, 2012) .
The hopes of having equation type or model that could explain financial development as an input factor in economic growth materialize following to the emergence of endogenous growth theory. The modern growth theory developed over the last twenty years recognizes financial development as important determinant of economic growth. It is contrary to Solow model, that in the new theorists, sources of growth are determined endogenously and among others, it include, Pagano (1993), Greenwood and Smith (1997) For simplicity Pagano assumed, population is stationary and that the economy produce single good and can be consumed or invested. If invested it could depreciate at the rate of δ per period, then gross investments equals
In a closed economy with no government, capita market equilibrium requires gross saving St equals to gross investments It. For reasons that will be made clear below it is convenient to assume that a proportion (1-ø) of the flow of saving lost in the process through financial intermediation. In this case only parts of saving that will be allocated to investments is øSt, thus Therefore, growth rate (g) equals to marginal productivity of capital (A), rate of savings and the proportion of savings channeled to investments ø minus δ. From this model one can conclude that, it is unlike the Solow model that in Pagano model both savings and productivity of capital affect long-term economic growth positively. Also, the remaining fraction (1-ø) can be considered as tax imposed by government in form of reserve requirement, transaction taxes etcetera, as proposed by Roubin and Sala -i-Martini (1992) , sometime may also reflect Xinefficiency of intermediaries and their market power. Therefore, if one can reduce the linkages of resources that raises saving rate ø and it also increases growth rate (g) in equation 8.
Theory suggest that ,when financial arrangements, markets, financial institutions arises to ameliorate information and transaction costs financial systems serve one primary function of allocation of resources across space and time in a certain environment (Merton, Bodie 1996 pg 12) as cited in Levine (1997) . The primary function further is categorized into five basic functions which includes, mobilizing savings, facilitating exchange of goods and services, facilitate trading hedging, diversification and pooling risk, evaluate managers and exert corporate control, acquiring information and resource allocation. Financial system affects economic growth through these five functions. There are two recognized ways or channels used to demonstrate how financial system can affect economic growth, ie through technological innovation and capital accumulation. In capital accumulation growth based models, functions performed by financial system can affect economic growth by influencing rate of capital accumulation through either altering saving rates or reallocating savings among different producing technologies while, in technological innovation growth models, focus on inventions of new production process and goods, in these models functions performed by financial system can affect economic growth through technological innovation. Apart from these two widely recognized channels as Levine (1977) demonstrated, extension has been made by some recent studies to incorporate shock absorber as another channel used to explain how financial systems can affects economic development and among other supporters includes Coricelli (2008) , Cerra and Sexena (2008) . 
EMPIRICAL REVIEWS
In general empirical literature has been characterized by four streams of thoughts related to the direction of causality between financial development and economic growth. The first, is supply streams of thoughts which simply states that, financial development causes economic growth and among other supporters, includes the early works by Gurley, Shaw (1955 ), Gold smith (1969 and Hicks (1969) , as cited by Ang, (2007, p 3) , Patrick (1963) , and Latter on by Mackinnon and Shaw (1973) to more recently by Hussein, and Chakrabarty ,(2012) .In general they have argued that development of a financial system is crucially important for stimulating economic growth and underdeveloped financial system retards economic growth. This view had policy
Market frictions

Transaction costs Information costtsss
Primary financial functions
Mobilizing savings Allocation of resources
Facilitate exchange of goods and services Evaluation of managers and exert corporate control Reduce risk Channels to growth
Capital accumulation Technological innovation
Shock observer
Economic growth Stock markets and financial intermediaries
implications that focused on formulating policies aimed at expanding financial services for fostering economic growth.
The second line of views, growth lead finance (Demand following views), mostly contents that economic growth causes financial development. This view was advanced by Robison (1952) , it simply states that finance follows economic growth or where enterprise leads finance follows economic growth. Other empirical studies in line with this views are Fredman and Schwarz (1963) and Demetrides and Hussein (1996) .This view had policy implications focused on formulating policies that are aimed at promoting growth of real sectors of economy for fostering financial development, that when economy expands, demand for certain financial instruments and arrangements and then financial markets increases hence leading to the growth of these services (financial services) and finally financial development.
The third one is hybrid view or feedback causality or the bidirectional causality views between financial development and economic growth. In this view researchers believe existence of compliment causality between financial development and economic growth. Environment that has been considered is that, under well developed financial system in a country economic growth could be promoted through technical changes, innovations and products and service innovations (Schumpeter ,1912 ). This in turn will lead to high demand for financial arrangements and services (Levine ,1997) . In the course of response from banking institutions to meet the increasing demand, this will stimulate further economic development hence provide feedback causality or two way causality. Among other empirical works, supporting these arguments includes Greenwood and smith (1997).
Fourth view worth discussing follows Robert Lucus view (1988, p.6) , he argued that financial development and economic growth are independently causally related. In other words, it is based on the idea that, financial development does not cause economic growth and vice versa. (the two variables are independent each other). Lucus further stated that economists badly overstress the role of financial variables in economic growth. This view does not attribute that; finance has any role on promoting economic growth and vice versa (Valicuva, 2012) . Also some development economists' pioneers have expressed their skepticism about the role of financial systems in economic growth by just ignoring it (Anand chandayarkar 1992). For example Nicholas Stern's (1989) review of development economics does not discuss financial system, even in a section that lists omitted topics as cited by Levine (1997) .
African empirical literature study surveyed falls within the four streams of thoughts as mentioned above, starting with those undertaken in other parts of Africa than Tanzania, they includes, Eita el al (2007), conducted empirical study on causality analysis between financial development and economic growth in Botswana for the period between 1977 to 2006 using Granger causality test through cointegrated Vector Auto regression methods, findings confirmed causality runs from financial development to economic growth implying financial intermediations and institutional reforms should be further enhanced to promote Botswana's economic growth. In Tanzania studies of this nature are almost limited (Odhiambo, 2011 , Christine Falle 2013 . Specific notable studies includes, Akinboade (2000), who investigated the relationship between financial development and economic growth in Tanzania using ratio of bank deposits liability and real GDP percapita income through static ordinary least square (SOL) and dynamic ordinary least square (DOLS) estimation techniques. He conducted his analysis into two periods, before liberalization 1966-1981 and after liberalization 1982-1996 and provided two conclusions: First, financial development was negatively related with economic growth and significant (in the 1966-1981) and second conclusion, was that ,the two variables are independent in the period between 1982-1996 as cited by (Gin and Ndiege , 2013) . In reality financial development has different dimensions, there is no single variable that can measure and capture all aspects of financial development as used by Akinboade (2000), and besides bank industry measures are not appropriate measure since financial system is not only about banks ( Global financial development report, 2013,) . Also the use of SOL and DOLS are subjected to asymptotic bias because does not fully correct for the second-order asymptotic bias effects of cointegration since a "truncation bias" always remains (Panopoulous et al, 2004) Although present study uses granger causality test through cointergrated VAR methods as used by some previous studies in Tanzania but this depart from the existing in the following ways; it uses longer time series data from 1980-2012 , explore channels in which Tanzanian financial sectors causes economic growth and vice versa because most of studies examined causality based on financial measures that may not capture mechanisms such as through enhancing efficiency ,also present study adopt multivariate framework by involving four variables (financial variable is captured by three indicators M2/GDP, Liquidity liability/GDP and domestic credit to private sector/GDP, other variables are savings to GDP, domestic investments to GDP and real GDP per capita). Further, study uses variance decomposition (VD) to evaluate strengths of the findings from granger causality test outside the estimated sample period which has not been the case for the observed studies in Tanzania.
METHODOLOGY
Model specification
GDP = f (FD, Z)…………………………………………………………………………… (1)
Where FD is financial development and GDP is real GDP percapita. To avoid specification bias as it has been reported in bivariate analysis, conditional variables (savings/GDP and investments/GDP) are included in model Z for estimation purpose. The function can also be presented in log linear econometric format as :
Log GDPt = α0 + α1 log FDt +α2log savings/GDPt +α3logI/GDPt + εt ………... (2) Where financial development (FD) is captured by (M2/GDP, Liquidity Liability/GDP and credit to private sect/GDP), savings /GDP is ratio of savings to nominal GDP, and I/GDP is ratio of domestic investments to nominal GDP, α is constant term, t is time trend and εt is error term. The coefficients α1 ,α2 and α3 are expected to be significantly positive.
Econometrics procedures for data analysis
Stationarity test
To avoid spurious regression results on non stationary variables, all series of variables were differenced. There are different ways used to test stationarity but, the most widely used way is unit root test. This study uses standard Augmented Dickey-Fuller (ADF) test that takes into account any autocorrelation presented by adding the lagged values of the dependent variable Analysis involved first intercept, then intercept and trend. Where Xt is the variable, whose time series properties is being investigated, is the Difference operator, m is the number of lagged variables, and εt is the random error term. Null hypothesis tested for each series of a variable (H0; δ= 0, has unit root and is non stationary) and alternative hypothesis (H1: δ< 0, has no unit and trend stationary)
Cointergration
There are two widely used approaches to investigate cointergration between variables, Engle Granger and Johansen tests. Engle-Granger approach investigates the possibility of cointergration in a bi-variate models and one of its major weakness or limitation is that, it assumes uniqueness of cointergration vector and when there is more than two variables does not provide sufficient framework. This study applies Johansen procedure which is based on Vector Auto-regression (VAR) framework. This econometric technique corrects for autocorrelation and endogeneity parametrically using vector error correction (VECM) mechanism specification (Edita and Jordaan 2007). The Johansen procedure in form of Vector Autoregressive Error correction mechanism for k vector and variable Xi is described as follows.
Xt
Where vector (-1, 2, 3... n) Contain r co integrating vectors and speed of adjustments parameter (1, 2… n) when rank = r < k, k is number of endogenous variables (Amiruddin et al, 2007) .
Granger Causality test
In order to test whether financial development causes economic growth and vice versa study uses granger causality test developed by granger (1969), according to him a variable (in case Financial development) is said to granger causes the other variable (Economic growth) if the past and present financial development predict Economic growth/real GDP percapita (Edita, and Jordan 2007) . This approach is preferred because of it is response for both small and larger samples (Odhiambo 2011 ). Thus; for estimation purpose a simple causality test is presented by the following regressions equations assuming three variables case.
Where ere , , and is white noisy error term for the three functions, = Economic growth variable (in real GDP percapita) and = Financial development Zt= Savings /GDP & domestic investment/GDP. Similar approach has also been followed in (Chimobi , 2010 , Ang 2005 However, the traditional granger causality test as presented above uses F-statistics. The use of Fstatistics have some statistical problems and has been identified as not sufficient if variables are integrated at order I(1) and cointegrated, that it fails provides standard distribution (Edita et al, 2007) . It is therefore advised to obtain the causal inference through error correction model because it reintroduces information again that lost during differencing process and hence maintaining long run information. Error correction model is presented by equations (8, 9 and 10) . Most of the study variables were normally distributed after being transformed into logarithm since, Jarque-Bera probability was not significant in most of the variables which implied series of the respective variables follow normal distribution. Also; skewness was close to zero in most of the variables implying that the distribution was symmetrical around mean. With respect to peakeness, most of the variables were flat than a normal distribution. Furthermore, standard deviation indicates that there is degree of variability in most of the variables.
Stationary Test results
Time series initially tested for non-stationary using ADF test at their levels before causality test. The test involved first with constant and trend (deterministic trend) and it followed with constant. Null hypothesis tested (Ho: series of variable has unit root and is non stationary) versus (H1: series of a variable has no unit root and trend stationary) After testing variables at their levels, the next step was differencing once all variables to turn data into stationary. Null hypothesis tested all the time series of variable has unit root and is non stationary) versus alternative hypothesis series of a variable has no unit root and trend stationary). Rejection of null hypothesis means that, the series of variable has no unit root and is stationary. It appeared that after taking first difference the null hypothesis rejected for M2/GDP, liquidity liability to GDP and private credit/GDP, savings /GDP and domestic investments/GDP which implied stationary series that were integrated at order zero I (0) since, computed tstatistics values were higher than critical values. However, for real GDP percapita the null hypothesis fail to reject the null hypothesis at first difference which means the series of real GDP percapita were integrated at order I (2) and become stationary at their second difference.
Cointegration Test Results
Having verified that all series of variables were stationary and integrated at order zero I(0), the next step was to perform cointegration test using Johansen procedures based on multivariate to determine whether there is stable long run relationships between financial development and economic growth. The optimal lag length selection was based on Akaike and Hannan -Quinn information selection criterion. When computed Johansen test provided trace statistics and maximum eigen value statistics, critical values and p-value results.
Trace test confirmed existence of two cointergration relationships between the two variables. That, the null hypothesis(HO:) rejected r = 0 , r ≤1 for trace statistics, since computed trace test value was higher than critical value and p-value was less than 5 percent in other words I accepted alternative hypothesis(H1:) at r = 1 , and r = 2 which implied existence of two long run cointegration relationships .The second part of the test provided maximum eigenvalue test, this indicated existence of two co integration relationships between the two variables. The null hypothesis r = 0, r ≤1 rejected on maximum eigenvalue statistics at level of 5 percent and we accepted alternative hypothesis r ≥1 and r ≥ 2 which means two co integrating equations found between economic growth and financial development as indicated on the table 5.2.The results in general indicates that over long-run financial development and economic growth tend to move together towards to the equilibrium or steady state and any deviations from the equilibrium because of shock the system will have tendency to restored back the equilibrium. 
Vector Error Correction Model (VECM).
Based on cointergration results that there is long run relationship between financial development and economic growth, running VECM was valid to distinguish both short run and long run causality results. The results are presented on table 5.4. In general the VECM shows that there is evidence of both short run and long run causality. After estimating VECMs we conducted diagnostic test which involved first testing whether models estimated were spurious or not. This detected by using the rule of thumb as proposed by Granger and Newbold (1974) , that if R-square is greater than Durbin Watson statistics (DWS), or R-square ≈ 1 then, model estimated was spurious and conversely, if R-square, was less than DWS then, estimated model was not spurious (Asteriou and Stephen, 2007) . It is worth noting that in each error correction equation DWS was greater than R-square and conclusion is that models estimated were not spurious. Since Durbin Watson statistics is larger than R-square in each model, according to Marno Verbeeck, (2004) , there is no serial correlation on the residuals. Normality test suggest that most of the estimated models residual follow normal distribution except in model with LQL/GDP and M2/GDP where, null hypothesis that the residual follow normal distribution was rejected at significance level of 5%, meaning that the residual does not follow normal distribution for the two respective models. Also, there is no problem of heteroskedasticity (Het) and autoregressive conditional heteroskedasticity (ARC) in all models since null hypothesis was not rejected at significance level of 5% in all cases. Although, there is weakness on error correction equation with LQL/GDP and M2/GDP, that the residual does not follow normal distribution, still we went on with further estimations and analysis because in other residual tests the null hypothesis in each case was not rejected at significance level of 5% (see Asteriou and Stephen, 2007) .
The VECMs summary results in table 5.4 suggest that there is only one long run causality running from independent variables (real GDP percapita) to credit to private sector/GDP. That, the coefficient of error correction term ECT with vector error correction equation credit to private sector/GDP was (-1.18) negative as expected and statistically significant at 5%. Further, the coefficient of error correction term ECT in model with gross domestic investment to GDP (I/GDP) was statistically significant at 5% but the sign was not negative. This suggests there is short run causality running from independent variables (financial development and economic growth) to gross domestic investments/GDP. In other words, gross domestic investment/GDP link financial development and economic growth in a short run only. In the rest error correction equations, the sign for the coefficient of error correction term ECT was neither negative nor statistically significant. Furthermore, short run causality was also detected by looking significances of each individual independent variable in each error correction equation.
Also, we imposed restrictions using Wald test (coefficient restrictions) in model with real GDP percapita to examine whether there is joint short run influences from financial sector to economic growth, after notice that financial variables individually were not significant and yet the model was fitted well. The VECM results confirms that financial sector in a long run has not promoted economic growth. Our results suggest that financial sector has been effective in promoting economic growth in a short run. Justification is found from the error correction equation with real GDP percapita; where the coefficient of error correction term ECT was negative as expected but not statistically significant. Also, joint short run influences/causality examined through Wald test confirms causality is running from financial development to economic growth only when credit to private sector/GDP is used. That, the null hypothesis c(8)=0, c(9)=0 ,there is no joint short run causality from credit to private sector/GDP to economic growth was rejected by both Fstatistics and chi square and were statistically significant at 10% ( see Table 5 .5). Restrictions are linear in coefficients; significance levels 1%, 5% and 10%. LN=Log C ( ) represents coefficients of independent variables. Source; Author
Granger Causality Test Results.
Granger causality test through VAR framework was employed to establish the direction of causality after being satisfied with the results from the VECM, that there is evidence supporting existence of both short run and long run causality. The details of the results from a pairwise granger causality test are presented on the table 5.6 Significance level 1%, 5%, 10% Source; Author, LN= log.
In overall empirical findings from Granger causality test suggest that there is evidence of unidirectional short run causality running from economic growth to financial development when ratio of M2/GDP, and liquidity liabilities to GDP used. However, when credit pvt sect/GDP was used bidirectional causality result was detected between financial development and economic growth with long run causality running only from economic growth to financial development. Capital accumulation channel via gross domestic investment/GDP link financial development and economic growth in Tanzania in a short run. These findings are contrary to Mbellenge and Aikaeli (2010) who only confirmed supply view in Tanzania .The difference on the results is explained by difference on indicators used as stated by Odhiambo (2005) and sample size used in the study. Findings from the present study justify that results on the direction of causality in Tanzania is still mixed, and not only demand following hypothesis as confirmed by Odhiambo (2011) ,where using his findings for policy advice, the government/policy makers would have been obliged to pursue only policies limited to enhancing growth and expecting output growth promote financial sector development. In the present study, results shows that there is policy freedom to decide whether to deal with supply side or demand side policies or adopt balanced policies to stimulate further economic development in Tanzania.
Variance Decomposition (VD) Results.
A ten period of horizon was employed to convey sense of the system dynamic granger causal chain, which tend to suggest that real GDP percapita time series is the leading variable being the most exogenous of all, it followed with financial variables, domestic investments and savings. In general, even after examining causality outside the estimated sampling period causality findings obtained are consistent with those obtained from granger causality test.
Furthermore, variance decomposition results suggest that, financial sector in Tanzania has not played strong significant role in promoting economic growth because if it was, would have been a leading exogenous variable. Therefore, this implies that, reforms far embarked and especially financial sector reforms the gains still have long way to go to the expected level , to a point where financial sector will play a leading role of enhancing economic growth in a long run. Factors that might have been impeded includes, the institutional environment, quality of the institutions including judicial system, bureaucracy, law and order and property rights are of poor quality because hinders commercial activities and investments. Secondly, findings suggest that proper infrastructures such as long-term financing that are necessary for successful promoting investments for spurring economic growth are still remain weak in Tanzania. Lastly, though it's clear that, there have been clear improvement in the financial sector for the past two decades in Tanzania, but the degree which financial sector has promoted economic growth our results suggest is still below the threshold needed to play a leading role. (See table 5 .7, appendix 1)
Conclusion and Policy Recommendations
Conclusion
This study aimed at examinining causality relationship between financial development and economic growth in Tanzania using Johansen cointergration test, Vector error correction model (VECM), granger causality and variance decomposition under VAR framework. Granger causality test results confirmed evidence of unidirectional short-run causality running from economic growth to financial development (demand following hypothesis) when ratio of M2/GDP and Liquidity Liability/GDP used. However, evidence of bidirectional causality detected when ratio credit pvt sect/GDP used with long run causality running only from Economic growth to financial development. Also, despite clear improvement in the financial sector for past, our results shows that financial sector has been effective in promoting economic growth in a short run. In terms of channels, findings support capital accumulation channel via gross domestic investments/GDP links financial development and economic growth in a short run. We did not find evidence supporting existence of technological innovation channel. In overall, findings justify that result on the direction of causality between financial development and economic growth in Tanzania is still mixed in contrast with convectional studies favored only supply hypothesis.
Policy Recommendations
In view of feedback effect results on the direction of causality, in determination of policy, government or policy makers in Tanzania should utilize financial sector to influence economic growth. However, for financial sector to promote economic growth in a long run study recommends more efforts should be devoted to the deepening of financial sector by enhancing competition, improving business environment, investing on human resources and legal environment.
In particular, financial institutions should widen outreach of their services in rural areas where majority of the population have not been served, rather than being biased towards urban areas only. In terms of promoting competition, foreign financial institutions should be encouraged or allowed to participate on the domestic financial market because, will bring new technologies and new financial products which ultimately will create incentives for local institutions to compete and hence deepen financial sector.
Serious decisive steps from the government is required to make business environment more friendlier for the operation of financial sector, and among other things, which need immediate action is abandon bureaucratic procedures on providing business permits and licenses. Further, government should invest on human resources and especially by supporting students taking science subjects in schools and Universities, because to develop competitive financial sector innovation is essential and is possible under well trained personnel.
Furthermore, creditor's rights should be protected because high degree of creditor's rights creates incentives for the entry of private financial institutions which will enhance competition and deepen financial sector.
However, the challenge we see is for the government to continue with its efforts of fighting against corruption, because to build strong and competitive financial sector fair playing 
